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NOTES AND MEMORANDA 



MUNICIPALIZATION OF THE BERLIN 
ELECTRIC WORKS 1 

On April 18th of this year the city council of Berlin voted 
a sum of not to exceed one hundred and thirty million marks 
for the purchase of the Berlin Electric Works. A transaction 
of such magnitude and significance would have attracted 
attention at any time. Its announcement during a state of 
war which has imposed tremendous burdens financial and 
otherwise upon German cities, aroused world-wide interest. 

No one seems to maintain that the step finally taken by 
Berlin was the result of a theoretical decision upon the ques- 
tion of public as opposed to private ownership. On the other 
hand there can be no doubt that opinion in favor of " das 
Manchestertum " has been losing ground in the city council 
of late. Berlin has owned and operated gas works since 1844. 
When early in the eighties the question of electric lighting 
first came up, however, the city fathers decided in favor of 
private enterprise, chiefly because of the risks of a business 
then technically in its infancy. Of course the social-demo- 
crats in the council opposed this decision; and on every 
occasion when the franchise came up for revision they advo- 
cated municipal ownership. In this position, however, the 
socialists have always had some support from other parties, 
a support which grew in volume until finally it amounted to 
a majority on the electric lighting question. The magistrat 
experienced a development of opinion similar to that of the 
council, and the strong position taken by Oberbiirgermeister 

1 The writer desires to express his indebtedness particularly to the admirable series 
of articles by Dr. Hugo Lindemann on " Die Verstadtlichung der Berliner Elektrizitat- 
swerke," in Kommunale Praxis, 15 Jhrg., Nos. 21-24 incl., 22 Mai to 12 Juni. 
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Wermuth contributed materially to the decision in favor of 
purchasing the plant. 

Even with all these favoring circumstances final action 
came as something of a surprise, and might have been delayed 
had it not been for extraordinary conditions caused by the 
war. According to the franchise under which the electric 
company operated, the city was empowered to purchase the 
plant on October 15th of the present year. Two year's notice 
was required and had been duly given in 1913; more, how- 
ever, with the intent to keep the legal right of purchase alive 
than to decide the question definitively. Following this step 
the municipal authorities entered into negotiations with the 
company to secure (1) cheaper rates, (2) a revision of the 
relations between city and company by the establishment 
of a mixed economic undertaking, and (3) a revision of the 
relations between the operating company (the Berliner Elektri- 
zitatswerke) and the holding company (the Allgemeine Elek- 
trizitatsgesellschaf t) . With regard to the third of these points 
it should be noted that the A. E. G., which owns a number of 
electric plants in other German cities and in foreign countries, 
took over the B. E. W. in 1899. The relations between the 
two, while not fully known to the public, have been subject 
to criticism ever since as being unduly favorable to the hold- 
ing company and correspondingly unfavorable to the city. 

The real principals in the negotiations which took place 
between 1913 and 1915 were, therefore, the city authorities 
on the one hand and the A. E. G. on the other. There was, 
however, a decided difference between these negotiations and 
earlier ones in that the company, which formerly knew that a 
decision would be reached favorable to private ownership, in 
the present instance was well aware that the city would take 
over the plant if dissatisfied with the concessions offered. So 
far as lower rates were concerned the electric company hoped 
to meet the demands made upon it by the erection of a great 
generating station in the Bitterfeld lignite fields. Suddenly 
the announcement was made that the imperial government 
had seized these deposits, probably with the purpose of dis- 
tilling " tar acids," i. e., carbolic acids, creosols, etc., from 
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which high explosives are made. Thus prevented from selling 
current at lower rates, the company offered to continue under 
existing franchise conditions for a period of six years. The 
magistrat rejected this proposal, which left municipalization 
in October as the only alternative. It is believed that the 
A. E. G. was not altogether displeased with the result. Cer- 
tain rather uncompromising steps which it took while nego- 
tiations were pending support this view. Struggling with 
hard times due to the war, and with the certainty of severe 
franchise conditions even if Berlin decided to renew the 
franchise, the A. E. G. may have regarded with decided sat- 
isfaction the possibility of coming into possession of large 
current funds from the immediate sale of the plant. 

Since its establishment in 1885, the history of the Berlin 
electric works has been that of an industry expanding with 
great rapidity and developing new and unexpected uses in a 
way that baffled again and again the careful foresight of the 
authorities in their attempts to regulate it for the benefit of 
the city. In the first year of operation it produced only 
37,500 kilowatt hours; in 1913-14 it produced 267,589,125. 
While it took eighteen years to reach its first annual output 
of one hundred million, the second hundred million was 
registered within six years more. In 1888 current was first 
produced for power purposes and eleven years later the con- 
sumption in this way had caught up with lighting. In 1895 
electric power was first used on the street railways. Within 
three years consumption for the latter purpose equaled that 
for lighting. 

Meanwhile invention was greatly reducing the cost of 
production. It is not strange, therefore, that in spite of all 
the care with which the original franchise had been drafted 
in 1884, the city authorities soon felt that they were getting 
decidedly the worst of the bargain. Among its provisions, 
however, was one narrowly limiting the area within which the 
company was permitted to operate. Naturally the company 
desired extensions, and these advantages, together with others 
it secured at the cost of valuable concessions to the city in 
the franchise revisions of 1888, 1890, 1899, and 1907. During 
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the thirty years of private operation, therefore, no fewer than 
four important franchise changes were made. Yet in spite of 
all the concessions granted by the company the conviction 
constantly gained ground at the Rathaus that only by muni- 
cipal ownership and operation could the best results for the 
city be secured. 

Limitations of space prevent more than a brief notice of a 
few franchise provisions of major interest. General or partial 
rate reductions were secured at each of the four revisions 
noted above, and also in 1892 and 1904. In Germany, as in 
the United States, there has been an extensive and lively 
controversy regarding the relative economy of private and 
municipal operation of electric works. Whatever may be 
the facts in this country the margin between the two is cer- 
tainly much smaller in Germany. On the whole Berlin does 
not seem to have been considered a very favorable instance 
by the advocates of private management. The B. E. W. had 
the advantage of the largest consuming population in the 
empire, — a population moreover of very great density. On 
the other hand it was somewhat handicapped by old equip- 
ment. Nevertheless the rates charged for current were con- 
stantly criticized as too high, and in spite of six tariff changes 
they remained a sore point to the end of private operation. 

According to the original franchise the company was obli- 
gated to pay to the city 10 per cent of the gross income of the 
undertaking, and in years when the net income exceeded 
6 per cent on the capital stock a further payment of 25 per 
cent of such excess. Difficulties soon arose as to the applica- 
tion of these provisions to various forms of gross income, and 
they were more adequately defined in 1888. Again in 1899, 
while retaining the 10 per cent on gross income, the city de- 
manded and obtained 50 per cent of the net profit in excess 
of 6 per cent on the capital stock up to 20,000,000 marks, and 
also 50 per cent of the net profit in excess of 4 per cent on 
capital stock in excess of 20,000,000 marks. Thorogoing 
rules determining the method of calculating net profit were 
included. In addition to producing quite acceptable divi- 
dends to shareholders and proving a veritable gold mine to 
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the holding company, the B. E. W. also paid under the con- 
ditions stated above considerable revenues to the city. For 
1913-14, the last operating year, receipts of the municipal 
treasury from this source amounted to 7,239,131 marks. The 
refusal of the magistrat to continue the existing franchise for 
another six years indicates that it hopes to obtain still larger 
returns under municipal operation. With the possibility of 
a continuance of war conditions, however, the net income of 
the electric works has been estimated very conservatively in 
the budget for the second half of the year 1915 at 4,000,000 
marks. 

In the two franchises of 1884 and 1888, the city retained 
the power either of purchasing the plant outright or of order- 
ing the removal of wires from the streets in case the company 
failed to perform certain essential obligations. Apart from 
such neglect on the part of the company, the city also re- 
served the right of purchase upon two years' notice at any 
time after October 1, 1895. If purchase was decided upon 
for any reason the price was to be determined by experts 
{Taxioert), one appointed by the city, the other by the com- 
pany, who were to appraise the properties as an interde- 
pendent whole according to commercial principles. By a 
further interesting provision the city was to pay 150 per 
cent of the appraised value if it took over the works after 
fifteen years of private operation, and 3J per cent additional 
for each year less than this number. On the other hand it 
was to receive a reduction of 3J per cent for each year in ex- 
cess of fifteen for which the franchise was allowed to run. 

By the revision of 1899, the city also acquired the right to 
take over the plant at the purchase price of its various parts 
as shown by the books of the company (Buchwert). This 
carried with it the advantage of securing certain centrally 
located realty possessed by the company at its original cost. 
By the method of appraisal, on the other hand, these parcels 
would have been turned in at their present value, which had 
greatly increased since the date of purchase by the company. 
The right of purchase at book value, however, did not safe- 
guard the city sufficiently against overpayment on the plant, 
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on which the rate of annual reduction as stated above was 
considered to be not high enough. A motion to permit the 
purchase of the land holdings of the company at its book 
value and the rest of the plant at appraised value failed to 
pass the council, altho it would doubtless have reduced the 
total price considerably. According to an exhaustive study 
made by the magistrat in 1915, the appraisal value of the 
technical parts of the plant was 1,700,000 marks lower than 
the book value, but on the other hand the real estate was 
worth 4,195,000 marks more by the appraisal value. The 
book valuation method was therefore shown to result in a 
final price 2,495,000 marks lower than the appraisal method. 
One of the commonest objections to municipal operation 
is that owing to political methods and limitations it does not 
permit quick action to take advantage of favorable market 
conditions, to meet emergencies, and the like. Private opera- 
tion is assumed to be much more rapid and decisive. In the 
management of its newly acquired electric works Berlin is 
attempting to meet this criticism by an ingenious administra- 
tive device. The usual " deputation " is provided, consisting 
in this case of four members of the magistrat, six councilmen, 
and two citizen deputies. It is to have supervision over the 
operations of a " direktion," but the latter, which is com- 
posed of experts, 1 is to have full administrative power over 
the plant under all ordinary conditions. In a small number 
of closely defined cases, however — chiefly of novel under- 
takings and large purchases — the direktion must obtain 
the consent of the deputation. Finally in two matters the 
deputation plays a direct part: (1) the preparation of the bud- 
get, and (2) the fixing of the general tariff of prices at which 

1 The city evidently intends to secure the ablest technical talent obtainable and to 
pay it accordingly. According to a recent announcement the following have been 
appointed to the direktion of the municipal electric works; Passavant, former director 
of the private company; Wikander, expert councilor of the magistrat and formerly 
vice-director of the private company. A former vice-director of the private company, 
Wilkens, was appointed vice-director of the municipal works. Dr. Briihl, a councilor 
to the magistrat, received the post of syndikus, or legal adviser, of the municipal works. 
The salary of the directors is fixed at 15,000 marks with participation in the profits of 
the undertaking, not however, to exceed 39,000 marks per year. A German " director," 
it must be remembered, is a manager, not a mere member of a supervising body like 
an American board of directors. 
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electric current is to be supplied. Both of these are to be 
determined by the deputation upon the motion of the direk- 
tion. It will be noted that on the whole the expert adminis- 
trators of the direktion will have pretty full freedom of action, 
and that the functions of the deputation are largely super- 
visory. This is in remarkable contrast with the municipal 
gas works of the city, in which the direktion is very narrowly 
controlled, and both oversight and administration are largely 
in the hands of the deputation. Of course the direktion and 
deputation of the electric works, like every other branch of 
the city's administration, are subject to the general control 
of the magistrat. 

As an administrative proposition the whole matter resolves 
itself into this, that in undertaking the operation of its new 
property the city of Berlin has decided to entrust an unusual 
amount of power to an expert organ, and to curtail accord- 
ingly the powers of local self-governing organs. Owing to this 
novel method of control, the financial and technical magni- 
tude of the experiment, and the troublous times in which it 
is being undertaken, the future experience of Berlin as a 
producer and seller of electricity should be of unusual interest. 

Robert C. Brooks. 

SwABTHMORE COLLEGE. 



THE EQUIVALENT CONCEPT OF VALUE 

It would appear from the controversy on the Concept of 
Value, between Professors J. M. Clark and B. M. Ander- 
son, Jr., 1 that there has not yet been reached a complete 
agreement regarding the use of this word in economics. That 
the word is colloquially used in a number of heterogeneous 
senses is no reason why ambiguity in economic discussion 
should not be eliminated. A single and clear-cut definition is 
certainly desirable. 

1 In this Journal, August, 1915, pp. 663 aeq. 



